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PENSION SALARY SACRIFICE | DO’S 

AND DON’TS 
Pension salary sacrifice is a win-win for both employees and 

employers writes Mattioli Woods’ Employee Benefits Team Director, 

Sean Westwood.  

 

The employee agrees to sacrifice some of their pay in return for an 

employer pension contribution of the same amount. Both parties save 

on NI contributions (employer 13.8%, employee 2% or 12%). 

 

Do’s 
 

Many employers name ‘salary sacrifice’ ‘salary 

exchange’. Individuals are more comfortable 

exchanging some of their earnings for a 

pension contribution rather than sacrificing 

pay. The word sacrifice conjures up an 

impression of detriment, and that is not the 

case. 

 

Consult with employees. To enter into a 

salary exchange agreement the employee 

must agree to do so. This can be done by 

offering individuals the chance to opt into this 

payment method or by the employer 

consulting with their employees to vary their 

contractual terms and conditions. The take-

up rates are significantly higher consulting 

with employees where the default position is 

that they pay by salary exchange unless they 

choose not to. Legal advice is recommended 

to inspect contracts and verify the 

consultation period. 

 

Consider sharing some of the employer NIC 

savings. A percentage of the employer NI 

savings can be given back to the members via 

a small additional pension contribution. This  

 

 

 

 

 

 

makes the salary exchange option more 

attractive to all members, but particularly to  

higher earners who only save 2% NIC; and 

these are the individuals that will likely 

generate the highest NIC savings for the 

business. 

 

Communicate with members. At the outset, 

issue members with explanatory guides 

including worked examples, and refresh these 

documents annually as thresholds change. 

Ensure employees understand that the other 

company provided benefits and future pay 

rises are linked to the pre-sacrifice notional 

reference salary. With more employees 

working beyond state pension age, it is worth 

emphasising that they don’t pay NIC, hence 

salary exchange does not save them any 

money. The employer must still pay NIC on 

these earnings, so there is still a saving 

available to the business. 

 

Encourage the employer to spend some of 

their NIC savings on other employee 

benefits: a great outcome for everyone. 
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Don’ts 
 

Don’t allow members to exchange their salary 

below the national minimum wage (NMW). 

It is illegal to pay someone less than the 

NMW, so a failsafe is required to prevent 

salary being reduced below this level. All 

employee benefits that reduce taxable 

earnings need to be accounted for; Bike to 

Work and childcare vouchers being the most 

common ones.  

 

Including a salary protection limit prevents 

anyone reducing their salary below a certain 

level and can assist towards NMW 

compliance for the business. This also helps 

protect the business at times of parental leave 

and the continuation of non-salary benefits. 

 

Higher and additional rate tax relief is 

granted immediately with salary exchange as 

the employee never earned that salary. With 

contract-based pension schemes like Group 

Personal Pensions, if employee contributions 

are paid by the traditional method and not 

salary exchange, then only basic rate tax relief 

(20%) is automatically implemented by the 

pension provider. It is the responsibility of the 

individual to claim the difference between the 

full tax relief (additional/higher rate) and the 

basic rate relief. This can be done via a tax 

return or writing to HMRC to adjust their 

PAYE code. Don’t forget to tell the members 

to contact HMRC to remove the benefit of the 

PAYE adjustment if the latter has been 

executed, otherwise the difference in tax relief 

is granted twice and a tax bill to restore the 

correct position will follow. 

 

 

 

 

 

 

 

 

 

 

 

When new employees are auto-enrolled or 

contractually enrolled into the pension 

scheme, this can be done so that salary 

exchange automatically happens from the 

outset with prior agreement by the employee. 

However, don’t prevent an employee from 

being a member of the scheme paying 

contributions by the traditional method, as 

this will fall foul of auto-enrolment 

inducement regulations. 

 

 

 


